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EDUCATION SAVINGS ACCOUNTS/110% Education Charitable Deduction

SUBJECT: Education Savings Act for Public and Private Schools . . . H.R. 2646. Coats amendment No. 2297.

ACTION: AMENDMENT REJECTED, 46-54

SYNOPSIS:  As amended, H.R. 2646, the Parent and Studentdda&atount PLUS Act, will enact the cgnomiseprovisions

of S. 1133, as ported, on education sags accounts and other education initiatives. It witlasxd the recentl
enacted education saggaccount tax credit, wifirovide an exclusion frorgross income for distributions froqualified State
tuition programs, will extend and @and the current-law section 127 tax exclusion (fopleyer-provided education assistance),
and will assist locagjovernments in issugbonds for school constructioy imcreasig the small-issuer bond exetion. The bill
will also enact groposal togive school construction aid toghi growth districts. In total, gproximately $6 billion in tax relief for
education over the next @ars will beprovided. That cost will be more than fubbffset by modifying the enployer deduction
for vacatiornpay and ly charging the treatment of the fogn tax credit cagback and cayforwardperiods (for increased revenues
of $6.9 hillion over 1¢ears). The education tax credit will bgparded | increasiig the annual contribution limit for education
IRAs from $500 to $2,000 for taxabfears 1999 thragh 2002 and ¥ charging the definition ofqualified education epenses to
include kindegarten throgh twelfth grade (K-12) epenses (the credit curreptpplies onl to higher education genses).

The Coats amendmentould increase to 11fercent the charitable deduction for donationpayp for K-12 educational
scholarshps for children who are from families whose income is belowpEs&ent of theooverty line. The cost oproviding this
tax benefit would be noncontroversial tax code gear(relatiig to errorprocedures for handigiincorrect tapayer identification
numbers and to makjrcertain customer receivables igdhle for mark-to-market treatment).

Those favoringthe amendment contended:

We understand that there are a fewyweiclusive poshprivate schools that cater to the children of millionaires. Some of our
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wealthier collegues mg have attended such schools. However, we also understand tharinedst school students are from
families of much more modest means. For instance, more thper@ént ofparochial school students are from families with
incomes under $35,000. In the agerparochial school, one is more likeb find a student who is the son or dater of some rich
Senator'giardener, chauffeur, or chef than one is to find the son ghtietuof a Senator. For most of thgseents it igquite a
sacrifice tgpay to send their children farivate schools. Evgone understands the reaspasents make that sacrifice. Yhwant
their children tayo to schools that succeed in teagithildren; thg want their children tgo to schools that are safe; yheant
their children tayo to schools that have a moral environment. On all three scorgsofaur public schools are failqpmiseraby,
egecially in the inner cities.

For maiy parents, gain egecially in the inner cities, it igust not financialf possible to make that sacrifice. As even the most
ardent pponents of this bill admit, this bill will fina§l makeprivate school an affordablgtion for some of thosparents. Thg
will either be able to use their own funds, orythéll be able to acqat donations from relatives, friends, ployers, or others to
set ip educational IRAs for their kids. Even with thisgye¢howgh, someparents will still not be able to afford to leave fhublic
schools. Thogh our liberal collegues are dgerate to keethe union-dominatepublic school rolls from declinmeven sightly,
they have pent agreat deal of time coplaining about how unfair it is that this bill will not hekvey student esqe from
dargerous and failig public schools. Of course, thenake that comlaint not because tlgavant to epand the ption to more
students, but because yheant to deg it for more students in the name ofjidy."

We, on the other hand, think that it is a wonderful idea parekthe pportunity to choose betweeguublic andprivate schools
to even more low-income students. We have therefore offered the Coats amendment, which would follow the lead that has been
taken ly theprivate sector in helng out some of thegaoor students whom our collgaes s§ they are so interested in Ipahg.

All across America copanies and charitableganizations have started elementand secondgreducation scholarghprograms
for poor children. This amendment would encagranore such effortsybincreasiig the charitable deduction for them to 110
percent. Thoserograms haveproven not ont to hep kids succeed, tlyghave also served agpid toget public school gstems
to finally make needed ipnovements. For instance, we well remember the testirabthe former 25¢ear sperintendent of the
Milwaukeepublic schools, who said: "I've tried eyéring. You can't name a reforpmoposal within the gstem that has worked.
The unions block it. Thpublic teachers don't want it. We've tried giking. | defy you to name anpgoroach within the current
public education ystem that forces chga. Onk one thim has forced chage in the Milwaukegoublic schools, and that is the
conpetition fromprivate schools, the vouchers and the scholpsshat have been available so theents can vote with their feet
and their children mahave a choice. All of a sudden that has wakepdtiaiMilwaukeepublic schools, which have said, 'We've
got to chage or we'regoing to lose these kids.™

We personaly do not care if students are educatepliblic orprivate schools. We oylcare if thg are educated and are in safe
and decent environments. The Coats amendmeeipandirg the choices available to mgearents for their kids, will lead to better
educations for those kids. The teachers uniong moa like the challege to their monpoly control, but we spport the Coats
amendment because it is in the best interests of America's children.

Those opposinghe amendment contended:
Argument 1:

We should be debatijrwhat will hep our Nation'public schools. For instance, we should lgeriing out how best the Federal
Government canpend more mongeto hire more teachers, build more school bugdjmndyive teachers more trairgnThe Coats
amendment wouldo in exacty the gposite direction, ¥ looking at wa/s to hep more children abandon tipablic schools for
private schools. We have nothiagainstprivate schools, but more than pércent of American children arepablic schools, and
it is those schools that needmalNe uge our collegues to rgect this amendment, and thend us in findirg new wa's that we
can hgb America'spublic schools imrove.

Argument 2:

We have totalyampathy with the intent of this amendment but we cannppett it due to the means it would use. We arg ver
leery of settirg a precedent fogiving a deduction worth 11percent forjust one charitablpurpose. Once wegave it for this
particularpurpose, how could we dgrit for others? It would not be Igrbefore we were inundated with write-offjteests of 110
percent, 15@ercent, and othgiercentges for various otheypes of charitable causes, such as cancer research or homeless shelters.
Corgress should not be in the business ofgmisj divergent values to various charitalgersuits, nor should it add such further
conplexity to the tax code. Therefore, we must reluctagpipose the Coats amendment.



